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ABSTRACT 

School finance is a highly visible issue. Recent 
sweeping state supreme court decisions have overturned finance 
structures in New Jersey, Texas, and Kentucky. There are 16 
additional states with active or planned cases making school finance 
litigation, fiscal inequalities, and school finance reform oajor 
issues in the state education policy agenda. This paper discusses the 
changing contours of school finance through the 1970s and igsos and 
outlines Key financial issues for the 1990s. Issues of the 1970s and 
19808 include the complexity of school finance, equity changes, 
litigation, constitutional validity, and landmark state decisions. 
For the :990s, issues include sources of revenue growth, efficiency, 
cost effectiveness, program prcxluctivity, school finance, and 
educational reform. (78 references) (RR) 
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Introduction 



After taking a back seat to education program reform during the 
1980s, school finance has returned as a highly visible issue. With the 
recent, sweeping state supreme court decisions overturning school 
finance structures in New Jersey, Texas, ard Kentucky, and active or 
planned cases in 16 additional states, school fiimce litigation, fiscal 
inequities, and sch<x>l finance reform have rebounded to high places on 
state education policy agerelas. This policy white paper discusses the 
changing contours of school finance through the lS70s and 1980s, and 
outlines the key school finance issues for the 1990s. 
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/. School Finance 
in the 1970s and 
1980s 



School finance inequities derive from the way states finance 
public elementary and secondary schools. Local property tax dollars are a 
major source of school revenues. Indeed, early in the twentieth century, 
property taxes provided neariy all school revenues, with states providing 
only small amounts, and the fxieral government providing barely any 
revenues. 



Table 1 shov« that nationally, local revenues still constitute a substantial 
portion (44 percent) of education revenues. Except for California, local 
property taxes account for signiikant portions of education revenues in 
the Far West Laboratory region. The |»ttem ii Arizona is quite close to 
the national average, with local revenues — primarily property lax^ — 
making up 43 percent of the total Local revenues constitute the bulk (56 
percent) of education revenues in Nevada and 40 percent in Utah. 



Table 1 

Sources of Public School Revenues, 1986-87, 
in Arizona, California, Nevada, and Utah ' 

Local 

State Federal State and other 



National 
Average 


6.4% 


49.8% 


43.9% 


Arizona 


9.0 


48.3 


42.7 


California 


7.1 


69.5 


23.5 


Nevada 


4.4 


39.5 


5o.O 


Utah 


6.1 


54.4 


39 b 



I Heavy reliaiKe on local propety taxes produces fiscal inequities because 
I the property tax base is iu)t distributed equally across school districts. As 
I a result, the propoty tax base is large in some districts and sn\all in 
j others. Thus, at a given tax rate, wealthy districts raise more money per 
pupil than districts where property values are lower. In many stat^, this 
uneqiial ability to raise local revenues is substantial, varying by a factor of 
; up to ten to one. 



' Source: National Center for Educational Statistics, Digest of Educational 
Statistics: 1989: Washington, D.C: US. Department of Education, 1989. 
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A variety of sc1k>oI fiiviiKS progiairo can dizninate these loc^ 
raising inequities. But states typkally implen^t pn^pnams that only 
reduce, rather than eiadkate the pn^l^ Consequently, revenues (from 
I local and state sources) per pupil vaiyconskiocibly in nnost states, the 
I differences coirelated directly with the local per pupil propeity tax base, 
i High revenue-per-pupil distrkns uaially are rich in property wealth and 
levy a bebw-average tax rate, while tow revenue districts usually are 
poor in property wealth per pupil and levy an above^veiage tax rate. 

School Finance During the 1970s 

These types of fiscal disparities were the subject of several court suits in 
the 197tte, begimiing with the Sotow V. Pr«st case in Odifbnrtia. 
from both equal protection and state education statutes, cases were filed 
in several states arguing that it was unconstitutional for local property 
wealth to be linked with revenues per pupil, given that revenues are 
accepted as a proxy for education quality. Though a 1973 VS. Supreme 
; Court decision in /^ng{^ p. Son ^omo/n4e|piem^ 
i that these inequittes did not violate the federal constitution, cases were 
refiled in state courts, ixKhiding California and Arizona. In about a third 
of the cases (inchiding California) between 1971 and 1985, state courts 
overturned school finance structures; in other cases, state courts (includ- 
ing Arizona) found that school finaxKe systems, with similar fiscal dis- 
parities, did not violate the constitutional requirements. 

Changes in School Finance Structures 

Actual or thr^tened court mandates led ovor 35 state legislatures to enact 
fundamental changes in school finaiKe stnstures betweoi 1971 and 1985 
(Oddai, McGuire and Belsches-Simmons, 1983; Odden, 1984). These 
reforms had five major charsrteri^ics. First, they revamped the school 
finaiux formula, soiding more state funds to property poor, lower 
spending districts. Second, they increased the overall state role in funding 
schools. Third, they iiKreased state furviing for spedal needs students in 
state compensatory, special and bilingual education programs. Fourth, 
the reforms often increased aid for the extraordinary needs of large, 
urban districts. Fifth, many r^ims were accompanied by education tax 
and spending limitatfons that restricted local fiscal control over tax rates 
and curbed annual increases in expenditures per pupil 

While riveting attention on &e fiscal inequities that derived from unequal 
property tax bases, school finance court cases and suosequent school 
finance policy reforms left two major policy issues uxuesolved, both 
concerning the specific nature of the school finartce problem. Was the 
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problem a variation in the tax base; i.e., in the ability to raise revenues? Or 
was it differences in spending per pupil? 



Viereisalackof 
clarity over the 
nature of th'. school 
fimnce problem. 



If the problem is disparity in the local tax base, it can be remedied by 
enacting a Guaranteed Tax Base (GTB), or district power equal'^'7 g, 
program. Under GTB programs, all distrkts can function as if the,, had 
the tax base guaranteed by the state. All distiKts then, rich or poor, w ould 
raise the same amount of money per pupil by levying the same tax rate. 
But GTB Pn^jRuns let local disti:^ decide how high a tax rate to levy. 
CHffierent tax rates prcxiuce different expenditures per pupil. Thus, GTB 
programs allow for spending deferences; the differeiKes are related to lax 
effort though — not local property wealth. 

If the school finance problem is defined as differ«ices in sperding per 
pupil — whether because of differeiKes in tax bases or differences in local 
preference for education — the rranedy is a school fiiuince system that 
mandates equal spending across all school districts (albeit v^th appropri- 
ate adjustment fbr different pupil needs ami different education prices). 
Examples are California's axKl Hawaii's systems. 



The Complexity of the Sdiool Finance Problem 

This lack of clarity over the nature of tl» problem has plagued school 
finance for decades. States need to dec^e on their definitions. If the 
problem is unequal access to raising local revenue, then the solution is a 
program providing equal aoxss to revenues but allowing for differences 
in expenditures per pupiL If the problem is disparity in expenditures per 
pupil , a program to mandate ecpial spending is the answer 

State response to school finance court ntaraiates during the 1970s re- 
flected indecision over these two goals. Most shidies of the impact of 
school finance reform foimd only modest reduction in overall per pupil 
expenditure disparities aid similarly sn\all change in the relationship 
between expaiditures and local prof^rty wealth (Odden, Berne and 
Stiefel, 1979; CairoU and Park, 1983). 



The clearest school finaiKe trend in the 197Q5 was change in sources of 
school revenues, as sho%vn in Table 2. Local revenues dropped from over 
50 percent of total revenues in 1970 to 43.4 percent in 1980, while state 
revenues rose from about ^ to 47 percent The trend clearly was toward 
higher revenue from states. Only the state can detennine the local educa- 
tion tax base or school spending across districts. 
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Table 2 

Percent Revenues by Source for U.S. 
K-12 Public Education: 1960 to 1988 ^ 



Governmental 
Level 

Federal 

State 

Local and Other 



1960 1970 

4.4% 8.0% 

39.1 39.9 

56.5 52.1 



1980 1988 

9.8% 63% 

46.8 49.5 

43.4 44.1 



School Finance Equity Changes 

: Despite the school finance refonnfennent in the 1970s, school finance did 
not change much during itys 1980s, particularly with respect to sourct?s of 
revenues and the typkal fiscal Inequities. As indicated in Table 2, sources 
of education revenues at the end of the 1980s were about the same as at 
the beginning; although state sounces became slightly more pronounced 
(rising to almost 50 percent of the total), and federal sources declined 

! somewhat 

! Further, as shown in Table 3, school fimnce inequities across the country 
I did not change much from the mid-1970s to the mid-1980s. The disparity 
I in expeixiitur» per pupil broadened somewhat, while that between 
revenues and wealth declined, but toth statistte remained high. While 
expenditure disparities in states in the Far West r^ion are below the 
national average, the link between revenues and wealth is above the 
national average. Generally, structural fiscal inequities did not change 
much. 



' Source: National Center for Educational Statistics, Digest of Educational Statis- 
tics: 1989: Washington, D.C: US. Department of Education, 1989; and National 
CenlCT for Education Statistics, ft<*& Ekmeniaty and Saxmdary State Aggregate 
Nonfecttl Data, by State, for School Year 1988-1989; fovi School Revenues and Current 
Expenditures for Fiscal Year 1988. Washington, D.C: U.S. Department of Educa- 
tion, 1990. 
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Table 3 

Measures of School Finance Inequities, 1977 to 1985, 
in the Nation and in Arizona,, California, Nevada, and Utah ^ 



Correlation 
Coefficient between 
Coefficient of Variation in Revenues and 
Expenditum Per Pupil Property Wealth 

1977 1985 1977 1985 



National Average 0.16 0.19 

Arizona n.a. .17 

California n.a. .13 

Nevada n.a. .10 

Utah n.a. .16 



.55 
na. 

n.a. 
n.a. 
n.a. 



.30 

.53 
n.a. 
.65 
.68 



n.a. = not available 



Vie end of tJje 
1980s saw one of 
tlie most intense 
periods of school 
fimnce litigation of 
the last tzvo decades. 



School Finance Litigation During the 198(h 

One of the surprises of tlw 1980s wds the resurgence of school finarce 
litigcdon. While lUi^atbn 1^ at tl« beginning of the decade, by its end 
court cases were filed or planned in n&aiy 20 states, making the late l^Os 
one of the most intense pertods of sclwol fii^mce litigation in 20 years. The 
Texas and New Jersey cases rqsiesaited a "second round" of litigatioa each 
state having expoloiced a court suit during the 1970s. And in Kentucky, 
nvajor i^w directions were set by a case that not only overturned the 
state's school finance systenv lait uperded its entire education system — 
from organization to structure to programs and finance, This section 
briefly summarizes these l^al tmids. 

States Art Finding School Finance Systems Unconstitutional 

Duxii^ the 19^ state supreme courts in Arkansas, Kentucky, Montana, New 
Jersey, and Texas fnmd schod finance sy^sms uiron^itutiorud. 
pencUi^in 11 other states* and are being develq>ed in another sue states.** 
Three i^^ects of the 196Qs school finance litigation are vs^rth noting. 
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' Source: Myron Sd^waitz and Jay MMkowitz, F^cai Equity in the United States. 
Washington, D.C.; Decision Resources, 1988. 

^Alaska, Connecticut Indiana^ Kansas, Massad^usetts, Michigan, Minnesota. 
North Dakota. Oklahoma/ Oregon, and Tainessee, 

^ Alabama, Dlinois, Missouri, Pennsylvania, Virginia, and Wyoming. 



TJiree important 
tremis are etnerging: 

• Courts are not 
aivrse to rendering a 

"second decision." 

• Courts are becom- 
ing more restrictive 
in the magnitiuie of 

fiscal disparities 
allowed. 

• States are focusing 
more on spending 
differejices rather 

ilum just on the 
relationship between 
spending and -umlth. 



First, courts are not aveise to rendering a "second decision. " Indeed, e\'en 
during the 1970s, courts in Connectkul and Washington found systems 
unconstitutional in a second case. The Texas case was noteworthy in two 
ways. The earlier Texas situation — 'Rodripiez — had reached the U.S. 
Supreme Court which eliminated federal courts as a route for challen^-Ing 
school finance inequities Moreover, with several newly-elected, conser- 
vative justices, the Texas Supreme Court surprised the state — and the 
country — with a unanimous decision finding the Texas school finance 
structure unconstitutional. 

Second, courts may be becoming more restrictive in the magnitudes of 
fiscal disparities allowed In both the Kentucky and Texas cases, the vast 
majority of districts spent close to the state average. The systems were 
overturned, in part, because of the lai^er disparities between the lowest 
and the highest sf^nding districts. 

Third, there seems to l» a developing trend to focus more on spending 
differences per se, rather than on just the relationship between spending 
and wealtK The Texas decision hinged on differaices in spending be- 
tween the bottom 50 and top 50 districts. The Kentucky decision requires 
a much higher Mr pupil spending base across all districts and the deci- 
sion stated that "equality is the key word. . . ." And the New Jersey 
decision requires the spending of tlie bottom districts to be equal to that 
of the top districts. The balance may be tipping towards requiring equal 
expenditures per pupil (again, with legitimate adjustments for pupil need 
and education prkre differences) rather than just requiring equal access to 
a local property tax base. 



Two Important State Decisions — New Jersey and Kentucky 

The most intriguing decisions were those made in New Jersey and 
KentvKky . In New Jersey, the court focused its decision on the poorest 28 
! school districts and found the system uncon^itutioml only for those dis- 
tricts, which happen to be primarily large, urban school systems that are 
poor in property wealth per pupil, and have high concentrations of 
poor and minority students. Tlw decision requires New Jersey to make 
the per pupil spending in these districts "substantially equal" to the 
spending in the highest wealth suburban districts. However, it is likely 
that it wrtll be politlcaUy dififcult for the legislahire to enact changes just 
; for these 28 districts. A poUtiaU reading the Neiv Jersey decision suggests 
; that a strong mmxment towards equal spending for all districts may be required 
as the primary thrust of the legisktweren^. 

In Kentucky, the court went far beyond just ruling on the school finance 
system, and may set a precedent for the direction of school finance 
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Kentucky could 
piortemi the future 
not only of school 
finance reform, but 
also of education 
policy reform. 



litigation — as well as education poliq^ — during the 1990s. The court 
essentially ruled that disparities in local tax bases and dollar inputs were 
only part of the problem; the entire Kentucky system was unconstitu- 
tional The court required the state to redesign the entire education 
system — structure, governance, program and finance. 

The Kentucky response couW portend the fuhire not only of school 
fuumce reform, but also of edwiation policy reform. The state created an 
outcomes-based, rewards and sanctions oriented, site-based nonaged 
system that includes eight key components: 

1 . Student performance outcomes that stress thinking and problem 
solving. 



I 2. A new performarce assessment system for grades 4, 8, and 1 2. 

■ 3. Rewards to sclwrols for meeting student outcome objectives, with 

I a teacher salary bonus of up to 45 percent of salary. 

i 

■ I 4. Sanctions for schools not meeting student outcome objectives 

B including (in the nnc»t severe cases) teacher dismissal and loss of 

tenure and teaching credential 

m 5. Site-based management and decision making, including hiring 

and firing of professional staff, scheduling ard grouping stu- 

■ dents, aivl curriculum and instructional decision making. 

IB 

I 

, 6. Vastly expanded professional staff development. 

■ 7. Pre-sclKX>l programs for studoits who need them in order to give 

more attention to the developmental needs of poor students. 

" 8. Integrated health and social services, including a family r«ource 

center in each elementary schtK>l or youth resource center in each 
I high school with a student poverty eruollment that exceeds 20 

i patent 

■ I Kentucky's new school finance Structure includes a much higher founda- 

! tion per pupil speraiing level an equalized second tier under which the 

p I /ocn/ sdHw/t'Ofmi can inavase spending by 15 percent 0 

I an unequalized third tier uiuier which voters can increase spending by 

another 15 percent The latter component dearly is "out of sytK" with all 
m other components; if tapped, it could bring the state back to court in the 

I , future. Nevertheless, attention is being given to thv» programmatic 

; changes and the hike in base spending to implement those changes. 
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Clearly, this is a new type of "school finaiKe reform." It unites the fiscal 
concerns of the 1970s with the program concerns of the 1980s. It redirects 
the policy (and perhaps legal) concern from dollar inputs to student 
outcomes — what students know and can do. It connects the finance 
system to the programs needed to produce those outcomes. And it 
provides incentives for schools to meet those goals and sanctions if they 
do not. These directions could well portend the contour of school finance 
, and education reform for the 1990s. 

i 

I Further, this new type of school finaiKe raises the issue of whether school 
finance — axvd school finance litigation — can limit itself in the 19Ws to 
fiscal issues and dollar inputs. Can we continue to ignore student out- 
comes ard educational productivity. Or will the evolving nature of 
school finance now allow a focus on the disparity in student outcomes 
and an analysis of how education programs, uses of fiscal resources, and 
level of fuiKiing can he restructured to lessen disparity in the basic leveb 
of what students know and are able to do? 

Put another way, now that the country has shifted its focus from just 
equal educational oppoitiauty to j^ncenlages of students expected to 
perform at bask:, profident, and advanced levels on assessments of 
student achievement, it may be tiiro to refocus education finance on these 
issues as well School finance decision makers for the 1990s may pay less 
attention to the variation in education dollars per student, and more to 
how the level and uses of dollars allow schools to meet new and ambi- 
tious national and state education goals. 
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//, The Nezo 
School Finance 
for the 1990s 



In addition to the Kentucky school finance response inextricably 
and finally linking education finance with education programs and 
student outcomes, three other additional school finance topics stand out 
for the 1990s. The first is the likely level of revenues that will be available, 
The second is inteiise interest in increasing the productivity of the large 
current and likely i\ew amounts of dollars spent on public elementar>' 
and secondary schools. The third includes the many and complicated 
scIkxjI finance issues of the evolving education reform agenda. 

Contrary to conditional wisdom, one of the eraiuring features of el- 
ementary and secondary education finance is that each decade, revenues 
pa: pupil rise substantially in nominal and real terms. Americans seem to 
like their schools, belfeve that education is a way to improve society, and 
continue to put money into thar schools. In no recent decade have 
revenues increased marginally. During the latter half of the 20th century, 
real education revenues per pupil rc»e a minimum of 25 percent each 
decade, and in some decades much more. 



Table 4 shows current expenditures per pupil in nominal and real terms 
from 1960 to the present Nationally, current expenditures per pupil, 
adjusted for inflatioi^ le. in real terms, increased by 70 percent between 
1960 and 1970, by another 35 percent between 1970 and 1980, and again 
. by another 24 percent betweei 1980 and 1990. Other research shows that 
betwee4i 1980 and 1990, real revenues per pupil increased by more than 
I 26 percent (Odden, 1990). In other words, the good news is that whether 
: enrollments rise or fall, whether the "external threat" is defense or inter- 
national economic competition, US. education revenues rise each decade 
by large percentages. 



Table 4 

Current Expenditures Per Pupil 
in Nominal and Real Tenns, 1960 to the Ftesent * 



One of the enduring 
features of demen- 
tary and secondary 
education finan(x is 
that, each decade, 
revenues per pupil 
rise substantially in 
nominal and real 
terms. 



CuiTcnt Exp. ?a Cuncnt &q». Per Pupil Real % Qiange 

Pupil (nominal) (1986-87 dollara) During Previous Decade 



1^ 


$ 


375 


$ 1,420 




1970 


$ 


816 


$ 2,403 


70% 


1980 










U5. Aver. 


$ 


2zn 


$ 3,255 


35% 


Arizona 




1,971 


2324 




California 






3,249 




Nevada 




im 


2,992 




Utah 




\J(>57 


2374 




1990 










US Aver. 


$ 


4,448 


$ 4,044 


24% 


Arizona 




3,660 


3327 


18% 


California 




4392 


3,993 


23% 


Nevada 






3316 


11% 


Utah 




2316 


2,287 


A% 



The Far West Region 

The 19805 education fundii^ increases for ths states in the Far West 
Region were quite varied. GenexaUy, they differed from itie national 
average. Real per pupil fiuuiing, while x^g only 1 1 percent in Nevada 
and 18 penrent in Arizona, actually dropped four percent in Utah, a state 
experioKix^ rapidly rteix^ enroUmenta Tatde 4 siK>%s^ that California's 
educatkm funding rose by jist under the national avoage.* In general, 
revenues n»e substantially in nominal ami real tenns, excepH for Utah. 



* Source: Nati<Hial Center for Educational Stattetics, t^Edtastioral Statistics: 
19S9: Washii^iton, D.C: US Department of Education, 1989; Naticmal Coiter for 
Education Statistic^ Key StatistKS )br Eliemmtaiy 

SckxH Year Ending 1989-1990. Wa^iington, D.C: US Department of Edwation, 
Decennljer 1989; and audvrs' (aknilatiixns. Cbnsumo' fvice index used to adjust 
figures to 1^6-1^ ddlars aiKl tax rate increoKs. 

* PACE reseandh (Guthrie, Kirst and Oditen, 1989) shows that California's real per 
pupil funding increase was only 5 percent between 1980 and 1990. PACE deflated 
the figures by the GNP deftetor for ^te and local governinatt services, not the 
consumer ptke index. While natiraiaDy, the (Afferent indices do not produce 
si]b5tantially different results (Odden, 1990), they do in California. 
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SouTtxs of Revenue Growth 

There were two main sources of this revenue growth: (1) a healthy 
national ecoiromy which pnxluces natural inaeases in tax revenues; and 
(2) tax rate increases. 



Maintaining a 
hedthy national 
and state economy 
is the primary route 
to increasing educa- 
tion revenues. 



Econtmiic growth. While some (Odden, 1987) suggested that education 
reform produced the real education revenue iioeases during the 1980s, 
recent research (Hawkins, 19^} found that economic growth was the 
primary variable Hawkins analyzed whether education reform, eco- 
nomic, or demographic variables accounted for changes in education 
revenues across the states. Her arudyses showed that economic variables 

— economic growth — dominated and that none of the education reform 
variables were statistically significant She concluded that the country's 
and as a corollary a state's economic heath, was the major factor in 
producing education revenue increases during the 1980s. She did not 
disparage the saliency of education reform; that reform impetus she 
suggested, helped to keep education on state poliqr agendas. But her 
stiitistical results documented the strength of economic over political 
variables. The iK>licy implication is that maintaining a healthy national 
and state economy is the primary route to increasing education revenues. 

Tax rate increase While a growing economy was the major factor in 
producing increased education revenues, hikes in tax rates also played a 
role at the state and district it v els. At the same time, the 1980s witnessed 
mapr declines in national tax rates, particularly income tax rates. 

At the state level, increased state sales tax rates were the most popular 
strategy. States such as Arkax\sas, Fk>rida, South Carolina, Tennessee, 
Texas, and Utah all raised the sales tax rate and ger^rally used the 
proceeds to help fond major education reforms. In addition, many states 
mandated increases in local property tax rates to produce additional 
revenues. 

Non-broadly-based tax sources. New ediK3tion revenues from sources 
other than income, sales, and property taxes — always the hope of many 

— were tried in some states and local school districts but produced only 
small amoimts of funding. There is much talk of a rise in the number of 
local school foundations, Le., nonprofit fund raising organizations for a 
local school But even in affluent immunities, they produce marginal 
amounts — less than one percent of the budget (Meao, 1984). 

Several states have enacted lotteries in the past decade. But lotteries are 
very inefficient revenue raisers and gaierally produce only small 
amounts of new revenue (Mikesell and Zonv 1986). In general every 
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dollar of lottery sales prodiKes only 35 cents of net revenue In Gilifon\ia, 
which dedkates Us lott^ to K-12 edixsUion, the kmay only produces about 
$1 50 per child in a total budget of about $4000 per chiki, or about 3 75 percent. 
While this an^unts to a large total — currently abcait $750 million — it still 
constitutes a snwll percentage of the overall budget Put differently, if big 
money is the goal lotteries and local sck>ol foundations are not the answer. 

Dedicated re^^ue sources. Another strategy for producing education 
; revenues has been to "dedkate" a revenue source (such as the sales tax) or 
; a tax rate iiKiease (such SB the one cent sales tax increase in Arkansas and 

South Carolii\a) or even a portion of the ^te general budget (such as 
' California's Proposition 98) to educatioa The theory is that dedication will 
insure that all the revenue will go to education, aiui that over the medium 
and long run, dedication will n^an more money tor the schools. But the 
short conclusion is that dedication does not work. In a recent review of this 
issue, Gold (1990) concludes that whether the money is eam:iarked for 
education or any other function, there are simply too many legislative 
ways around dedication requirements. 

Prognosis for the 1990s 

There is no perfect crystal ball for predicting the course of education 
: revenues for the 199Qs. While {^^imists and optimists abound, past 
; history shows that real revenues always rise in large percentages. Further- 
more, if econonuc growth and tax rate inaeases are the major engines that 
' produce school funding, there seeim to sufBdent reason for a modest 
; optimism. Amo-kan iiviustiy has substantially restructured Itself to be 
i more productive, VS. exports are rising and reducing the trade deficit, 
' interest rates are expected to drop, and the ^ock nmrket was rising until 
! August 1990.* In gei^ral the ecoi^mk prognc^ is fiavorable, but particu- 
j lar states may face sporadk: slumjs limiting rev^ue growth. 

I Moreover, California's recent approval of a constitutional proposition to 

I inodify its state expenditure liinitaivi raise taxes to improve its highways 

I has been interpreted as a signal of the end of the tax limitation movement 

I and the b^imUng of a new era of addressing pressing social needs. 

Firmly, education reform is still firmly ^trenched as a priority on state 
and national policy agendas, supported by a broadening spectrum of the 
politically powerful The business community increasingly sees elemen- 
tary arai secondary education improvement as key in world market 



• Of course, the events in the Mideast may have negative impact on these aspects 
\ of the economy. 
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economic competitiveness. The President and the nation's governors have 
set ambitious national education g(»ls, including becoming first In the 
world in mathanatics and science. These goals can only be accomplisheti 
with increased educational investments. 



Vie key policy issue 
for the 1990s is how 
to strategically and 
pnxiudivdy invest 



neiv revetiues. 



Assume the modest scenario that real per pupil education revenues will 
rise in the 1990s at about 30 patent — the approximate rate of increase in 
both the 1980s and 1970s. That is substantially more than a marginal 
increase. 

Given the fiscal histoiy of the pa^ 40 years, the policy question may be 
how to use substantially — not fist marginally — ii^reased education 
dollars. In addition to tediK±ig traditional sch(K>l finance inequities, 
answering this question in a way that markedly improves student 
achievement aiul the productivity of a state's public education system is 
the key school finance agouia for the 1990s. Even if funds do not rise in 
large amounted stra^ic and productive investment of new revenues will 
be critical. 
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Efficiency, Cost-Effiectiveness, and Program Productivity 

Deciding how best to use new educational resources can be approached in 
three major ways: 1) assessing education generally as an investment 
strategy; 2) analyzing the trade offs between prevention and remediation 
programs; and 3) identifying effective uses of education dollars by analyz- 
ing sik* optk5ns as crasdidalkHV reducai class size rcstriK^^ 
irmovative tase of time^ aivi new vvays to (»]ganize schools aixl classrc)onfi. 

Education as a publk investment Education in this country is generally 
viewed as a good public investxxioit Research shows that both private 
(individual) and social (govema«ntaD rates of return on investments in 
edi«ation are ^ble, ranking with olha* conservative or governmental 
investment opportunities. Murphy and Wekh (1989) note that the wage 
premium of a colkge education, after £aJling somewhat during the 1970s, 
increased dramatically in the 19805. Cbhn (1979) showed that the returns 
on a high school education in the 1970s was far above yieWs on long-term 
government boiKis. 

Prevention versus zemf <1iation progruns. Programs designed to prevent 
school faihire or enhano? school success, especially for poor children, are 
widdy vieweu as good public investments. Reseuch shows that pre- 
school programs for poor chikiien have long-tenn benefits 61a vin, 
Karweit aiwi Maden, 1989) aid are highly cost-effective. Even when future 
benefits are discounted to present values, investments in comprehensive, 
early childhood programs for poor four year-oWs have benefit-cost ratios 
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I of up to six-to-one (Barnett, 1985). For eariy chikihooi i progxams serving 
! poor three yeai><>lds, such ratios are up to three>to-one(Bannett, 1985). 

, Reseaidi also shows that exteiuied day kindergarten (le., full day kixvder- 

I garten for poor rhikiren) can enhaxKe student pa:fonnaiv:e in elen^tary 
gr»ies. In fact student achievement test scores can improve by up to a 
half a standard deviation CSlavin, Karweit and Madden^ 1989). Combin- 
ing ^y diildlusod pm)gzams axKi extended day kindogarten also hel{» 
poor children succeed in elementary school It is ctear that fuUy funding 

I both preschool ax^ extei^ed day Idiuier^uten for poor chikiren would 
substantially help "deliver" on the national goal of ensuring that all 

' students start sch<X}l ready to learn. 

IDropi'Ut prevention programs are also cost effective. Levin (1989) shows 
I that programs designed to help low-achieving students (i.e, students at- 
I risk of dropping out) ronain in high school ami eum a diploma, have 
I positive beneatKX^ ratios. One three-year California dropout prevention 
I program had a two-to-one benefit-cost ratio CStem, et al 1989). While the 

ratic» are Uyvfer than for prevention programs, even late remediation 

programs clearly "pay ofT in the long rurt 

So it is smarter to inve^ in prevention programs (early childhood educa- 
tion for low incon\e three- aixi four-yeaw>lds snd extended or full day 
kindergarten programs for low incon« chikiren) but also wise to invest in 
remediation programs that work. 

General educational productivity. While the general educational pro- 
duction literature has been inconclusive, several important findings point 
to ways to save nnoney. Other research on ediuational intervention efiiects 
identifies programs where investments will bolster student performance. 

The conventional conclusion from most educational productivity re- 
search is that few educational resources consistently relate to shident 
performance, azud that ixKrrased speiviing rarely lesuis to bet^ ^udent 
poformance (Hanushek, 1989). The imporbmt message is tkit if additional 
education revenues are spent in thesatmuxofts current &iucation revenues, 
student perprmamx increiees are unHkdif to emerge. New revenues need to 
support new strategies in order to prodi^re sigrtificant student achieve- 
ment gains. The message is not that money does not matter. The n^ssage 
is that the way money is used matteis. Even Hanu^iek (1989) argues that 
raising tSKto salaries will likdy recruit more able ixtdivkiuals into 
teaching, and that more able individuals are better teachers. 

A "kinder aiKi gentler" int^retation of the education production function 
! literature has been provided by Mumane (1983). He identified five factors 
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from this literature that are consistently associated with increased student 
learning: 

• teacher verbal ability 

• at least some tSKrher experience, betwwn 3 and 5 years 

• effective teaching strategies 

• te '.cher attitudes and expectations 

• socio-economk composition of students 

These findings genaially reinforce comments below on how to pay 
teachers. Higher beginning salaries will help recruit more able (e.g., 
higher verbal ability) individuals into teaching. A compensation structure 
that pays for professional expertise is one that rewards the use of effective 
teaching strategies arai iiuiirectly rewards experience — the longer a 
professionally oriented indivkiual is in teaching, especially in effective 
schools, the greater the professional expertise that person develops. 

Scale economies. A prevailing belief among education policymakers is 
that larger school districts and larger schools are better — more cost 
effective — than smaller districts and schools. Indeed, the country and 
the FWL-region states have berai consolidating schools and school dis- 
tricts over the entire S)th century. Fifty years ago, there were 100,000 local 
school dislrkrts; today, there are approximately \6J0O0 nationwide. 

The evidence that scale economies occur above a minimum size is quite 
scarce, however. Monk (1990) generally concludes that scale economies 
are unresolved for school dfetifct size, and rarely can be documented for 
elementary or secondary sc1mx>1s above 400 students! While scale econo- 
mies do exist for schools with enrollments up to 400 students, they are 
hard to document for laiger schools This finding is especially disconcert- 
ing given the size of most US. metropolitan high schools where an 
enrollment of 2000 students is considered modest, ai\d the largest city 
districts enroll 4000-5000 students. 

The implkation is to skirt consolidation except for very tiny schools, and 
certainly not to create large schools with enrollments over 1000, even at 
the high school level In tenns of the scale economies research, smaller is 
better (although tiny is not). 

C3ass size. Another tenet of U5. education is that small classes produce 
higher achievement and greater teacher satisfaction. Smaller classes are 
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an expensive policy option. But here, too, the research base is thin, if not 
nnisinfonned. The Class and Smith (1979) meta-analysis of class size and 
student achievement concluded that class size below 20, and especially 
down to 15, produces signiAcant gaiitt in student performance. Slavin 
(1984), however, criticized this research on three grounds. First, a meta- 
analysis iiKludes all studies, both those that are methodologically sound 
and those that are not. Slavin argues that only studies with methodologi- 
cally sound r^earch designs should be analyzed. Second, even for such a 
reduced sample, the meta-analy^ includes several studies where student 
achievement is not academic but phy^cal, such as learning to play tennis. 
Slavin ai^es that these studies shouM also be excluded, and that only 
studies investigating class size and student academic achievement should 
be analyzed. Third, Slavin shows that the effects for classes with fewer 
than 20 students are statistkal axtiliacts not based on empirical examples. 
Classes with betweai 14 aiKl 18 students had very modest impacts on 
student achievemtent; tiiere were no cksses with b^ween three and 1 4 

'. students, aiKi the classes with large achievement gains were ssentially 
one-to-one or oi»-to-two tutoring programs. Finally, the Glass and Snuth 

'. review did not ixurlude any studies on the impsKit of class size reduction 
over a number of years. It is inaccurate to assume that the impact of a 
one-year class size reduction can simply be multiplied by a number of 
years to indicate the long-term effect Indeed, the recent Tennessee class- 
size reduction ex|^rin^t showed that the small class effect was pro- 
duced in the first two years and had no additional impact in the next two 
years (Folger, 1990). 

Slavin (19^), Tomlinson (1989), and Odden (1990) conclude that the 
research evidence for small dass size only supports one-to-one or small 
group (up to three students) tutoring. Further, Slavin, Kanveit, and 
M»lden (1989), along with Odden (1990), ax|;ue that one-to-one tutoring 
I in grades OT\e and two can be a ix>werful intervention, with achievement 
impacts of more than 03 standard (up to one full) standard deviation. 
Such tutoring can keep children in these grades perfbmung at grade level 
In short the reseanih on d£^ size and stiKte adiievemstt primarily sup- 
poits one-tiHme hitorin^ e^p»alty iiorstudaUs in the eariy grades. 

Time and cuiricuhuii. While many 198Qs education reform reports called 
for extoiding the school day aiKi ysu:, few states have done so in dra- 
matic ways and the research evkieiKe supporting those recommenda- 
tions is, again, thin at best Such reforms are expensive. Since the school 
year is about 180 days in vm^ states, it would take a ten percent increase 
to extend the y^ to 200 days and another ten percent to extend it to 220 
days, the length of the year in n\any other countries. The costs, roughly, 
would be 10 and 20 percait of the current expereiitures, or between $20 
and $40 billion: a huge incrrase. 



But research analyzing differences in achievement across countries show s 
that lime variables, such as the length of the school day and year, are 
insignificant and that the content of the curriculum is the key determinant 
of achievement differences (McKnight, et al., 1989). These sujdies suggest 
that U.S. student achievement would be much better if the curriculum 
were restructured to cover more topics and concepts and to focus on 
problem solving rathe- than basic skills. The California curriculum 
frameworks and the National CouiKil of Teachers of Mathematics ( 1 989 ) 
standards are good examples of new, ambitious, and restructured cur- 
j riculum. Rather than lengthening the school day or year, the policy 
implication is to improve the curriculum program. 

Student pronu^ns. Another "time" policy proposal in the U.S. has been to 
eliminate "sodal pronK)tions"; i.e., to retain students until they achieve 
acceptable levels. But research is also quite conclusive that this strategy 

! does not work (Holmes and Mattlwws, 1984; Smith and Sheppard, 1987). 
When soms students are held back and exp(^ to the previous grade's 
curriculum, while ^milar students are promoted and exposed to the new 

; grade's curriculum, the promoted students achieve at a higher level, do 
better on the previous grade's topks, and know more of the new grade's 
topics. The cost of hokiing chikto back, moreover, is high: it is equiva- 

: lent to providing an entire extra year of school. A much cheaper and 
more cost-effective polkiy v^ukl be to promote them and provide sup- 

. portive assistance; the cc»ts wouW be lower and the effects would be 
higher. 

j Allocation of time. As with money, then, the real issue is not how much 
j time but how time is used A large body of research shows that the 
I greaterthestudentacademicleamingtime—i.e., the amount of time 
allocated for instnuAion during whkh the student is engaged at high 
I success levels — the grater the learning (Dunham and Liebermann, 
I 1980; Rosenshlne and Stevens, 1986; Brophy and Good, 1986; Levin 1984; 
j Walberg, 1990). This research shows, moreover, that a lai^e portion of 
! time allocated for instruction is not used productively. The conclusions 
imply that if current time were to include research-based effective teach- 
ing strategies, significant improvements In student i^evement would 
result This conchiston, combined with the inforawtion on exposure to 
cunkulum content, suggests that major cunicuhim restmctuiing com- 
I biiwd with wider use of effective leaching prwrtices—writhin current 
I sdKX)l time a llo c aHon s — wouklpndiKe impressive gains in s)^^perfor- 
I marKe. These polkychai^e5> moreover, are rdatively low cost. 

Other programmidic interventkxia In addition to the programmatic deploy- 
ment of resources outlined above^ th^ are three other strategies — all 
generally bw cost — peer hitoiing, adult tutoring, and cooperative learning. 



Ptvr tutoring. This program involves students, usually older students, in 
tutoring tisiiaUy }r(nwger ones in ac»iemic subject ar^ This type 0 
program requires organizational mechanisms at the school level to facili- 
tate implementation. Son^ initial staff training is needed in how to struc- 
ture the program and help students play the tutor roles. 

Adult tutoring. Adult tutoring is similar to peer tutoring except that adults, 
with modest amounts of training, perform the tutoring function. In a 
comparison of several pro^anunatic int^entions, Levin, Class, and 
Meister (1987) found that both peer and adult tutoring were more cost 
effective than exteiKiing the sctK>oI day, lowering class size, or computer- 
assisted instructioa Other research flavin, 1989; Slavin, Karweit, and 
Madden, 1989) shows that peer tutoring produces large achievanent gains 
; (usually more than one-half a standard deviation) for both tutor and tutee. 

Cooperative l&ming. Cooperative learning (Slavin, 1983) is another class- 
room organizational strategy that produces lai^e gaim (more than one- 
half a ^ancard deviation) in stiKient performarce. Moreover, ccx>perative 
learning entails heterogeneous groups (with both high and low achieving 
students in each group) woridng together on tasks, which foster learning 
gains for all students, both high and low achievers. Since cooperative 
learning also produces improvements in afiiective domaiiu, including 
greater respect for other culhires, ethn^ttes, races, and dominant lan- 
guage use, it is an effective intervention stiat^ with diverse student 
bodies. 

Summary. Research sug^ts tiuit new educatiorul investments in the 
following are likely to produce large improvements in student achieve 
went 1) pre-school and exteiKled-day Idndergarten for chiklren from 
poverty backgroimds; 2) extra servto to increase the high school gradua- 
I tion rate; 3) oi«-tOH)ne hitoring for first arKi secorei graders; 4) a thinking 
1 ai^ problem-oriented curriculum prc^ram; 5) staff development in 
effective insb:u£tional strategies for this cuxrkulum; aid 6) cooperative 
learning peer and adult tutoring. 

School Finance tmd Educational Reform 

I Additional school finance issues are related to a series of new topics on the 
! education reform agenda. While these issues, too, are part of the previous 
; discussionof how wisdy to allocate new educatioiTal revenues during the 
i 1990S/ titey have components that deserve special attention. This section 
reviews the several finai^ dimensions of three major new education 
reform topics: 1) iiKentive programs, including formula, school perfor- 
i mance, and budget iitcentives, 2) new teacher salary or compensation 
stiuctures; aiul 3) school choice programs. 
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School-based incentives. Education finance has evolved toward the use 
of three mapr [M)licy instnui^nts: 1) fiscal capacity equalization formulas 
that have been used for over 80 years; 2) categorical programs for specul 
pupil ai^ district needs that expanded in the 1970s and )9S0s; and 
3) school-based incentive prt^rams that were recently introduced dunng 
the 198Cb education reforms. While we really do not know how they 
work, tl^ are increasingly popular among the educational policy com- 
mimity and wae jnxnnoted by the National Governor's Association in its 
recent reports on the ^tus of education reform. 

Recent research on sc1k>o1 improvement (Fullan, 1982 aiKi Fullan, 1985), 
effective schools (Purkey and SmitK 1983; Good and Brophy, 1986), and 
sitebased management (Hentschke, 1986; Malen and Ogawa, 1989) 
suggests that the sctool site is the focus for education improvement and 
site*based iiKentives have pot^tial for dramatically improving the 
efficiency of resource use as wdl as student perfom^ance An emerging 
consensus argues that ^te governments shouki set cl^ and specific 
student performaiKe objecti^, develop and disseminate curriculum 
frameworks that outline the school cun^um to which all students 
shouki be exposed, uk studoit j^rformance assessments linked to those 
frameworks to assess the status of stwient achievement, and use a variety 
of incentives to let schools sites decide how to meet those performance 
objectives. The example of a state that is doing these things in Kentucky. 

The current round of ediuration incentive programs began with merit pay 
ami caresr kKkio' i»x>gnux». The intsition was to reward individuals in 
the education system wt^ were doing an espedally good job. Merit pay 
and career l^er programs have been studied ext^ively and reported 
on. (Richards, 1985; Mumane and Cohen, 1^; Johnson, 1986) 

There are more ef^ctive ways ituxntive m^imnisms am more effectijxiy 
designed, however, Pdiaprnkers Ut amsider thra appraich^: 1) the use of 
ijitergovemmental grant theory to build incentim dir&:tly into the oiuation 
finance formulas; 2) the design, implementation and impact of school-based 
performance incentives; and 3) budget incentives built into site-based manage- 
ment progmms. 

School finance formula Incentives. Pteus' (1988) study of the school 
finance formula incentives built into California's 1^ education reform 
sho%vs how intei^vemznoital grant tlwory can be used to analyze, as 
well as design, irKoitives within the formulas that states use to distribute 
funds to districts and schools. Formulas can: require local finaruiial 
matching; require targeting funds to students or programs; stimulate 
extra fuiuiing; or simply replace local money with state money. Since 
m(»t states used flat grants to distribute categorical program dollars 
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allocated under 1980s reforms, a fresh analysis of formula design could 
stimulate local reform and inaease the productive impact of new educa- 
tion resources in the 1990s. 

School-based fiscal incentives. These pose different issues. While a 
novelty in education, they are increasingly used in the private and public 
sectors. In addition, the approach being taken is not individually focused 
incentives, but incentives for operational units (production divisions or 
I departments —schools or acad.>mic departments are the education 
' analog). Instead of Unking incentives to the prodiKtivity of the entire firm, 
I individual units are rewaxded on the ba^ of their performance over a 
I multiple year time period (Stansberry, 1985; Swinfbrd, 1987; Goggin, 1986; 
Blinder, 1990). Further, in the private and public sector and in the school 
environment, there is growing recognition that individual incentive plans 
can work against ^o the land of team effort required to develop and 
sustain a productive organizational climate 6winehart, 1986; Conley and 
Bacharach, in press, Rosenholtz, 1989). 

Economic theory can predict that marginal financial incentives would 
, stimulate marginal improvements in work effort aiKl productivity when 
the risk to partidpale is low (Richards, 1985). Further, relatively small 
financial inducements may cause multiplter effects in organizational 
performaxKe when the oi^anization is inefficient — as are many schools 
that in fact have disincentives to focus on organizational effectivene^ 
(Boyd & Hartmann, 1988). So incentive programs that focus the school 
oiganization on an appropriate array of desired outcome measures 
I (Rowan, 1984; Rkliaids and Shujaa, 1989) might help the school focus 
i resources and faculty on improving those (Httcomes. 

Sevaal ^tes, indialing South Carolina, Paursylvania, Utah and, for a 
whiles California, tried difiierHit forms of school incentives. Picus (1990) 
outlines the many de^gn issues that incentives must address: size, criteria, 
how allocated, restrk:tions on use, time period to quality, etc. This analysis 
shows how design itself can ato the ways incentives operate. Slates need 
to l^nn more about how these i»ogiams work and seriously consider 
developing a range of school iiKentive mechanisms. 

I New budget incentives. These reflect a 20-year trend in general manage- 
i ment thinking to grant local managers greater financial discretion in 
exchange for more explicit accountability on outcomes (Arrow, 1971; 
Jensen and Mecklin, 1976). This budgeting trend has spread into educa- 
tional management (Guthrie, 1986; Greenhalgh, 1984; Hentschke, 1988) 
I and the nation's governors have also offered this "deal" to local school 
1 districts. In^ead of telling kxa! sc1k>o1 managezs how to spend money and 
I overriding their valuable local knowledge, revenue providers try to create 
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incentives for Icxal managers to use that knowledge in accomplishing 
system goals. 

Consequently, two perennially countervailing forces are being reconciled 
in new ways. Under the "old system/' revenue providers maximized 
prefereiKes by iiwtituting resource distribution rules when allocating 
resources to local managers. For example, the rules might he one high 
1 school counselor for every X number of students. Under the "new sys- 
I tern," resource providers identify desired outcomes and provide lump 
' sum budg^, but let local manageis decide how to deploy those re- 
I sources. This approach to Inidg^g goes by many names: site-based 
I management sdiool-based managexront or — in higher education — 

responsibility or revenue carter xnana^nent (Cuny, 1985). Thompson 
\ (1988) outlines more than 22 areas in which budget authority can 
i delegated to local schools, and Hentschke (1988) describes the several 
types of managen%nt changes that must occur for budget incentives to 
"work." Site-based budget incentives are another potential productivity- 
enhancing element of the new school finance in the 1990s. 

Funding new teacher salary stzuctures. Another potentially costly, yet 
very important use of education dollars is teacher salaries. The US. has 
given t&icher {^lid® considerable attention over the past five years, and 
j several ways to trai^form t^u^ing into a fiill profession have been 
! proposed (Carnegie Forum on Education and the Economy, 1986; The 
Holmes Group, 1986). But the costs of these proposals are high, approach- 
ing in the US. an extra 26 percent in real U.S. dollars (Odden, 1990). 
I Moreover, the actual teacher compensation structure has received little 
I analytic disyussion. And many proposals for recruiting and retaining able 

! teachers both undershoot aiui oveiihoot the mark. 

I 

For example, Lxm forgwene^ program gmemlly hmx been ineffective ( Arfin, 
1986). While popular cKtoss the states, such programs are unlikely to 
I function as powerful incoitives for recruiting ^chers. Prospective 
{ teachers first must pay all college costs and sign loan not^. Loan forgive 
I ness programs are economically similar to a $2,0(X) to 4,(XX) salary bonus 
j after a tecuto logins to work — not all that large an inaement. Research 
I on similar programs to recruit individuals into mral health professions 
1 showed them to be ineffective (Arfin, 1986). 

1 

On the other hand, ^Uawship programs with service pa]f backs are eff^ive 

recruitment strategies. In both the health and military professions, these 
! programs, which defray college costs, provide an immediate benefit and 

are successful recruiting devices (Arfin, 1986). They also have been 
I especially effective in recruiting individuals to the health professions in 

rural areas. The student cost is to work in the profession for a fixed 
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number of years or if he or she decides not to work in the profession, to 
pay back the college costs often at more than a one-to-one ratio. 

Another effective way to recruit people into teaching is to have good 
, beginning salaries. The higher the beginning salary, the greater the 

quantity and quality of individuals recruited. Research on beginning 
j teacher salaries (Ferns and Winkler, 1986 and Jacobson, 1989) as vveU as 

beginning salaries in other professions (Fenis and Winkler, 1986) show 

that higher beginning salaries help recruit more — and more talented — 
I individuals into the profession. 

Thus, raising beginning teacher salaries is a productive policy goal. But 
the policy issue for the 199(te is whether there is a target for beginning 
teacher salaries. Should beginning teacher salaries simply be as high as passible, 
or IS there a recruitment pool that can be identified as the primary universe from 
which taichers are recruit&i? 



This issue is being raised in the US. (Odden and Conley, forthcoming). 
Most new teacher policy proposals suggest that all teachers, especially K- 
8 teachers, should have a soUd liberal arts education (e.g., Hoknes Group, 
1986). These proposals also suggest that advanced technical knowledge is 
not the critical teacher ingrediait, again at least for grades K-8. A broad 
education in the liberal arts, with eithar a humanities or mathematics/ 
science corcentration is what is needed. By implication, then, beginning 
teacher salaries should be equivalent to beginning salaries for individuals with a 
BA degree. This policy target would put t&uMng on an equal beginning salary 
basis in r&:ruiting individual into tetMig. Many stat^, including Califor- 
nia and Arizona, have met this salary target and now can shift attention 
to the overall teacha* compensation structure. 

An ofixrhaul in the design (^thetaxhing profession's compensation structure is 
needai. The traditional practice of giving salary increments for education 
and experioice is not the best way to reward or retain outstanding 
teachers. Research has shown that these teacher characteristics are not 
strongly related to system productivity (Hanushek, 1986). At best, teach- 
ers with some experience are more productive than teachers with no 
experience. Mumane (1981) articulated the strongest argument for basing 
compensation on experience. He ai^gued that in organizations like 
sdrools, were productivity requires cooperation, paying for experience 
helps — at least indirectly ~ to support coUegial work relationships. 
Merit pay also does not work for teachers and education (Mumane and 
Cohen, 1986). 
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Bacharach, Conley and Shedd (1986) suggest that the preferred approach to 
tmcher salary structures is to pay ^r profes&mal expertise — content knawl- 

23 



A teacher com]xn- 
sation structure 
based on teacher 
professioml exper- 
tise helps retain the 
best teacliers in the 
profession. 



edge, pedagogical expertise, and proof (^knowing when to apply different teaching 
strategies. They argue that the greater tlw professional expertise, the more 
successful teachers are in producing student achievement, the key goal of 
the education systen>. Developing professional expertise also requires 
collegial interactions within schools; "worker" participation in technical 
decision making has been shown by res^rch in both education 
flJosenholtz, 1^) and non-education (Blinder, 1990) to improve system 
productivity. Collegial interactions ov& the "business of teaching and 
learning" help engender continual development of professional expertise 
which leads to improved student achievement, teacher satisfaction, and 
teacher decisions to remain in teaching, acconding to Rosenholtz (1989). 
McLaughlin and Yee (1988) also show that career-oriented teachers view 
rewards as opportunities to engage in professional development activities. 
A compensation structure based on teacher professional expertise not oiilv 
reinforces system goals — student »:hievement — but also stimulates 
teacher interaction, satisfaction, and decisions to remain in teaching. In 
short, such a compensation structure is good for the education system, is 
gocKl for teachers, and helps retain the best t^K^ers in the profession. 

Schools of choice. Airother major new policy irutiative that now accompa- 
nies education refbnn is school chokre, i.e., allowing student (or parents 
for grade K-8 students) to choose which public school to attend. While 
there are many variations of this theme (Education Commission of the 
States, 1989; Raywid, 1985), the new policy is one that shifts the attendance 
decision from the school system to the parent or the child. Despite contro- 
versy, several states have enacted fbmtis of interdistrict open enrollment 
programs. 

The financing of public school choice, hcwever, has received little attention. The 
key funding issue pertains to the decentralized natwe of the country's 
school structures (i.e., how much money will a shident carry in attending 
a school outside the district of residence?). The problem concerns the 
mismatch between a district-based funding structure and a school-based 
attendance poliof. Odden (1990b) proposes to remedy this mismatch with a 
new, two-tiered funding system. The state would provide all districts (and 
schools within them) with adequate revenues to deliver a quality base 
education program. In contrast with the current system, districts would be 
prohibited £rom spending above the base, and local fiscal control wouki 
revert to sdu)ols. Each school would be allowed to enact an iiKonne 
surcharge, with the per pupil yiekl set by the state at a higher level than 
the amount of revenue raised at any school This approach begins to place 
a small "price" on choke because parents of all children attending any 
school would be subject to the income tax surcharge. This new funding 
approach would need to be attached to some state (or federal) tax, prefer- 
ably the income tax that shelters the poor, and a per pupil yield schedule 
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backed by state (or federal) government, so that all ^ools with a similar 
surcharge would receive the same amount of extra revenues per pupil. 
Further, it is a mechanism that any state could implement. 
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School finance cannot afford to stay donnant in the 19^s as it 
dki in the 1980s (Barro, 1987), States need to address many new school 
finance issues. Key among them is how to invest and reallocate resources 
to meet ambitious state ai^ national goals of bringing all students up to 
adequate performance levels To accomplish this, school finance in the 
\99Qs must push beyond liscal inequities and determine connections 
among stud^t ou^mes, education programs, ami education funding. 
School finaiKe may have "ducked" those issues in the past but cannot 
afford to do so in the future. 
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